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KEY ECONOMIC INDICATORS 
(Money values in millions of dollars except where noted) 
a A i ee eee eee 
Change 
1978 1979 1980 79-80 (1) 


NATIONAL INCOME AND PRODUCT 

Gross Domestic Product (current prices) 42,872 53,004 75,154 
Gross Domestic Product (1975 prices) 30,783 32,981 38,559 
Gross National Product (current prices) 44,046 54,785 77,208 
Gross Domestic Fixed Investment (current prices) 11,577 13,745 19,519 
Government Consumption (current prices) 6,338 7,497 9,817 
Private Consumption (current prices) 24,894 29,744 39,621 
Real Growth Rate (GDP) 2.3% 3.9% 7.9% 
Per Capita GNP 1,608 1,953 2,669 
Population (thousands) (2) 27,399 28,084 28,923 


FINANCE 

Value of Total Foreign Exchange Reserves(3) (4) 2,564 5,094 7,473 
Gold Reserves of Reserve Bank(3) (millions of oz) 9.7 10.75 12.02 
Other Foreign Exchange Reserves, Res. Bank (3) 420 422 o35 
Money Supply (M1) (3) 5,905 7,382 10, 866 
Money and Near Money (3) 12,969 15,206 20,920 
U.S. Direct Investment (Book Value) (5) 1,968 25011 -- 


TRADE 

Exports (excluding gold) (FOB) 8,566 10,524 12,515 
Export Value of Gold Output 4,444 7,144 13 ,082 
Imports (FOB) oU2re 11,589 18,432 
Exports to U.S. (5) 2,259 2,616 3,320 
Imports from U.S. (5) 1,079 1,413 2,463 


INDICES 

Manufacturing (6) i970 = 100 21 67 129.9 142.9 
Mining (excluding gold) (6) 1975 = 100 1173 132.2 140.3 
Consumer Prices 1975 = 100 13652 154.1 LI5<3 
Employment (nonagricultural) 1975=100 102.8 104.9 108.4 


BALANCE OF PAYMENTS 

Current Account Balance 1,530 35572. 3,670 
Visible Trade Balance (incl. gold exports) 3,788 6,078 7,170 
Services Balance -2,370 -2,701 -3,880 
Long-term Capital Flow +6 -1,219 -795 


PUBLIC FINANCE 

Exchequer Receipts (excluding borrowings) 8,822 11,146 16 ,026 32 .6% 
Exchequer Issues (excluding debt redemption) 11,364 13,649 17,619 19.1% 
Government Budget (surplus or deficit) -2 ,543 -2,504 -1,594 -41.32% 
External Public Debt 1, 362 2911 782 -35.1% 


Notes on exchange rate and sources: Data for 1978 has been converted at the official rate 
of R1,00 = $1,15. For 1979 and 1980, data has been converted at the average exchange rate 
for the year: R1.00 = $1.19 in 1979, and R1,00 = $1.29 in 1980. Sources are South African 
except where noted. Data is subject to revision by the Reserve Bank and USG, and may there- 
fore differ slightly from figures published in previous Foreign Economic Trends. Included 
within the South African figures are data for Southwest Africa (Namibia), Transkei, 
Bophuthatswana, and Venda. 


Notes to table: (1) percentage changes are based on rand values to avoid the influence of 
exchange rate variations; (2) includes Transkei, Bophuthatswana, and Venda; (3) as of the 
end of the year; (4) gold portion of reserves are valued at 90% of the average monthly 
free market price; (5) U.S. data; (6) physical volume of production. 





SUMMARY AND OUTLOOK 


South Africa in 1980 saw record economic growth while the United 
States emerged as its leading trading partner. There was still a 
strong momentum at work in the first half of 1981, as the impetus 
from the 1980 gold-induced boom carried the economy along a fairly 
high growth path. However, the downswing in the business cycle 
has now begun and is expected to pull growth down substantially 
in the second half of 1981. Most forecasters see an even greater 
slump in 1982. 


The economy is now faced with a dual challenge: the "problems of 
prosperity"--skilled labor shortages and inflation--on the one 

hand and a deterioration of export prospects on the other. The 
gold price has fallen at a time when other exports, e.g., diamonds, 
ferrochrome, and platinum, are also performing poorly, and the im- 
port bill is surging. The current account has moved into a deficit, 
although not a serious one. Foreign driving forces behind the 
economy are now gone, and South Africa is largely dependent upon 
its own domestic momentum. 


Despite these problems, South Africa should be able to maintain 
positive growth (comparing favorably with most Western countries) 
over 1981-82. A sustained high level of domestic investment is 
foreseen, and the outlook for a continued strong South African de- 
mand for U.S. products, especially capital equipment, remains good. 


RECENT ECONOMIC DEVELOPMENTS AND TRENDS 


NATIONAL ACCOUNTS--GROWTH STARTS TO LAG: The three-year long up- 
ward phase of South Africa's business cycle peaked in 1980 when 

the real GDP growth rate (7.9 percent) exceeded even the most op- 
timistic forecasts. In the first half of 1981, however, the 
economy began moving into a contraction period. Retail and vroper- 
ty sales were down and production growth also fell off. Other 
Signs that the boom had run out of steam included the current 
account moving into deficit in late 1980, a sharp drop in the first 
quarter 1981 trade surplus, and a trade deficit in April. 


In 19890 there were significant shifts in the composition of total 
demand in the South African economy, with the contribution of the 
primary sector expanding much more slowly than the secondary (manu- 
facturing) and tertiary (trade) sectors. The record GDP growth came 
almost entirely from higher real domestic demand, with the export 
sector making a relatively minor contribution. 


PRODUCTION: In the primary sector agriculture had an excellent 
year in 1980 despite drought in certain regions. Output was up 
12 percent, largely due to a good corn crop. In mining the physi- 
cal volume of gold mined declined 4.3 percent, but non-gold min- 
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eral commodities (especially coal and diamonds) performed well. 
Overall, mining production fell off slightly (down 1.1 percent). 

It was mainly the secondary sector, therefore, which accounted for 
South Africa's high 1980 growth rate: manufacturing (up 11.6 per- 
cent), construction (8.1 percent), electricity (11.4 percent), and 
transport (8.4 percent). This sector's excellent performance re- 
flected a high level of government stimulus and investor confidence. 


On the expenditure side of GDP, the most significant impetus to the 
sharp rise in demand came from private consumption expenditure, up 
8.5 percent. This was the highest growth rate recorded since World 
War II. Investment by the public sector (excluding the parastatals) 
was again kept on a tight rein in 1980, but real private sector in- 
vestment was up by 12.1 percent. Gross domestic savings meanwhile 
rose by 31 percent, largely as the result of substantial corporate 
(especially gold mining) profits; there was a negative growth rate 
in personal savings as consumers borrowed heavily to finance their 
purchases. On a national level savings exceeded investment by R2.8 
billion, indicating that South Africa's net indebteness to the 

rest of the world was reduced by this amount. 


LABOR AND POPULATION: The 1980 South African census and other 
studies put the country's mid-1980 population (including the so- 
called independent homelands) at 27.9 million. The economically 
active population, including foreign African workers, is estimated 
at in excess of eleven million. The African portion of this work- 
force is approximately eight million, or 73.7 percent of the total. 


While the recent economic boom has provided new employment oppor- 
tunities, a large portion of the black labor force still cannot 
find jobs because of low skills levels (unemployment among whites 
is statistically insignificant). The inferior black education sys- 
tem has made it difficult to find blacks for skilled and managerial 
jobs. An acute shortage of skilled workers has developed and is 
acting as a brake on further economic growth. Immigration is 
mitigating the skills shortage somewhat, however; South Africa 
attracted 30,000 immigrants last year, up 50 percent over 1979. 
Meanwhile black workers, particularly those with skills, are be- 
coming increasingly militant. The number of strikes and work stop- 
pages more than doubled in 1980. To deal with this unrest, the 
South African Government has proposed changes in national labor 
legislation. The 1981 Industrial Conciliation Amendment Bill, 
which will be considered when Parliament resumes later this year, 
contains a number of potentially significant concessions to black 
workers but also imposes stringent new controls on unions. 


MONEY AND PRICES - RECORD INFLATION: During 1980, South Africa's 
inflation rate (CPI) was, on average, 13.8 percent. However, the 
rate was accelerating rapidly in early 1981, with consumer prices 
up by a record 16 percent in the twelve months to the end of Feb- 
ruary. The excess demand pressures which began to emerge in the 
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latter part of 1980 have given rise to considerable concern in 
business and government circles. 


Commonly cited reasons for the accelerating pace of inflation in- 
clude: structural causes, such as insufficient competition in 
the labor capital and product markets; a lack of wage restraint 
by employers; higher inflation abroad (resulting in imported in- 
flation); and past failures by the monetary authorities to ade- 
quately control money supply growth. Whatever the reasons, the 
broadly defined money supply,M2, rose by nearly 35 percent in the 
year to March 31, 1981. This was the highest twelve-month growth 
in South African history, nearly three times the 1979 rate. Bank 
credit continues to rise, up 60 percent in the first three months 
of 1981. 


MONETARY AND FISCAL POLICY: ‘To deal with inflation the Government 
is relying largely on monetary policy; it has declared its re- 
sistance to price and wage controls, and fiscal policy is essen- 
tially neutral. It is likely, however, that there will be no tax 
cuts to offset fiscal drag when the budget is presented later this 
year, not only because such cuts would be seen as inflationary, 

but also because the Government needs the revenue to counteract 

a projected slowdown in the growth of taxes on gold mining profits. 


The Reserve Bank has recently offered government bonds at high in- 
terest rates in an effort _to both raise needed revenue and soak up 
excess liquidity. The Bank Rate has also been raised since Feb- 
ruary from 7 to 9.5 percent. Financial conditions consequently 
have tightened drastically. The abolition of deposit rate controls 
in 1980 has led, in a situation of tighter liquidity, to soaring 
interest rates and keen competition between banks and building 
societies for funds. 


BALANCE OF PAYMENTS AND TRADE: The current account showed a sur- 
plus of R2.85 billion in 1980, down slightly from R3 billion the 
previous year. This surplus was possible because a 69-percent in- 
crease in the value of gold exports more than offset the 47-percent 
increase in the value of South Africa's imports and the sharp rise 
in net service and transfer payments. While the value of South 
Africa's merchandise exports rose by nearly 10 percent in 1980, 

the near-doubling in the gold price last year resulted in the value 
of gold exports exceeding the value of merchandise exports. The 
strong 1980 gold performance masked the relatively weak performance 
of the merchandise trade sector which, with the exception of trade 
with the rest of Africa, slipped further into deficit. 


South Africa's trade account continued to deteriorate during the 
first four months of 1981: the trade balance for January to April 
was R496 million, compared to over R2.9 billion for the same four 
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month period in 1980. Exports were in a definite decline, and the 
rate of import growth slowed considerably. 


The United States was South Africa's leading trading partner in 
both directions in 1980. Total U.S.-South African trade exceeded 
$5.7 billion. U.S. exports to South Africa were up 74 percent over 
1979; major exports included transport and mining equipment, office 
machines and computers, and chemicals. In the first four months of 
1981, U.S. exports to South Africa continued to rise (up 44 percent 
over January - April 1980), but South African exports to the United 
States fell, partly reflecting the lower gold price. 


On the capital account, the net outflow of capital decreased slight- 
ly in 1980, and total foreign reserves increased by R545 million. 
The commercial (spot) rand, after peaking at $1.35 in early Janu- 
ary, fell to $1.15 in early June. The financial rand depreciated 
accordingly. The downward trend in the rand reflected both the 
strength of the dollar and the weakness of European currencies. 

The rand's early recovery is likely to be impeded by high inflation 
and the current account deficit. 


THE NEAR-TERM OUTLOOK: The South African economy's capacity for 
near-term growth is already tightly stretched, with many manu- 
facturing industries producing at over 90 percent of capacity. A 
downward adjustment to a level that can be sustained by the factors 
of production is clearly called for. In addition, the recent South 
African upswing has been out of phase with economic trends in South 
Africa's main export markets, the major Western industrial coun- 
tries. The growth rate of OECD countries as a whole is expected 

to remain fairly depressed in 1981, probably below one percent. 

For South Africa this means that international prices for the 
country's base metals and minerals (excepting coal) are likely to 
remain weak until sometime in 1982, when it is hoped that the 
Western economies will revive. Simultaneously, greater monetary 
discipline abroad and reduced speculative demand have dimmed hopes 
for an early revival of the gold price. For 1981 as a whole, there- 
fore, the mining sector contribution to South African GDP growth 
should be relatively stagnant, even negative. The physical quan- 
tity of gold produced will show a further decline and, on the 
current assumption of an average gold price of $500 in 1981, the 
value of gold production will also decline considerably. 


South Africa's merchandise (non-bullion) trade balance is expected 
tobe strongly negative, as imports, while growing less rapidly 
than in 1980, remain strong to meet demands for capital goods an- 
ticipated from private and public sector investment. The service 
account is also currently running a heavy deficit ($3.5 billion 
per annum). 


While imports will slacken further, these first-half 1981 trends 
are generally likely to carry over into 1982. They add up to a 
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significant reversal in the country's balance-of-payments position, 
from a R2.5 billion surplus in 1980 to a substantial deficit in 
1981. The precise magnitude of the expected deficit is a matter 
of debate, with most observers projecting a shortfall of between 
R2-3 billion. Others, including Finance Minister Horwood, see a 
smaller deficit. Much will depend on gold and minerals prices. 


Given balance-of-payments pressures, further significant relaxa- 
tion of exchange controls seems unlikely this year. The balance- 
of-payments deficit should help drain off some of the excess do- 
mestic liquidity; it is not at this time expected to become a 
serious constraint on growth because of expected capital inflows 
and the unwinding of leads and lags. 


All factors, then, point to a downward adjustment of the South 
African economy in 1981-82. The central question for South African 
authorities is whether they can slow inflation and move the economy 
to a more sustainable growth rate without precipitating a reces- 
sion. Prospects for a "soft landing" will be heavily influenced 
by developments in the international economy. If South Africa can 
ride out the current Western stagnation, gain some control over 
inflation, and generally maintain labor peace, it should be well 
situated for a further period of export-led growth when the world 
economy recovers. Anti-inflationary measures need not be too pro- 
longed or severe, because the natural downturn in the business 
cycle will be dampening demand anyway. However, limited re- 
strictionary measures to halt inflation momentum, and the decline 
of the export sector, will together result in a substantial fall 
in GDP growth in 1981l--most observers predict down to between 4 
and 5 percent. Despite slower growth, the shortage of skilled 
workers will remain acute and keep pressure on wage costs; un- 
skilled unemployment will grow. Here, South Africa is up against 
a structural problem which cannot be solved merely be economic 
growth. Increased black militancy can be expected, and the growth 
in black expectations will also heighten pressure on the Govern- 
ment for spending on social infrastructure, i.e., housing and edu- 
cation. 


For 1982 most observers see a further decline in real growth, 
perhaps below two percent. This slump will be accompanied by 
continued high inflation and balance-of-payments deficits. In 
view of the world recession, foreign driving forces behind the 
economy will be largely played out by 1982, and the economy will 
be largely dependent upon its own momentum. Even if the United 
States should register a four percent growth in 1982, this is un- 
likely to greatly affect the South African economy before 1983, 
because of normal lags. South Africa, then, will probably see a 
"slump" in 1982 to real growth under two percent. A more stimu- 
lative fiscal policy in 1981-82 could help curtail this slide 
somewhat, but this is not likely in view of the current South 
African Government policy emphasis away from high growth and 





~~ 


toward controlling inflation. The timing of the next upswing, 
therefore, will depend on the performance of the export sector. 


While a two percent growth rate may be highly respectable by in- 
ternational standards, in South Africa such a low level of growth 
would be a matter of grave policy concern because it would likely 
lead to a substantial increase in black unemployment. 


IMPLICATIONS FOR THE UNITED STATES 


EXPORT OPPORTUNITIES: South Africa presents American exporters 
with their largest market in Africa, and a major market by any 
standards. The South African economy is highly dependent on im- 
ports for growth, and in 1980 imports totalled $18.4 billion, 23 
percent of GDP. The United States market share of this was 13.5 
percent, up from 12.4 percent in 1979. South African imports are 
expected to rise by another 25 percent in 1981, as current invest- 
ment plans and supply shortages ensure continued demand for foreign 
products. A number of major purchases from the U.S. (e.g., drag- 
lines for coal mines, new aircraft) are already in the pipeline, 
and it is likely that the United States will remain at or near the 
top of the list of South Africa's foreign suppliers in 1981-82. 

If current trends continue, South African imports from the United 
States could approach $3 billion this year, a virtual tripling, in 
nominal terms, of United States exports to South Africa in just 


three years. Growth in United States exports will probably fall 
off in 1982, however, if the South African economy and the rand 
weaken further as forecasted. 


United States suppliers should be aware that South Africa has a 
sophisticated industrial base, developed around the mining industry, 
and therefore can produce many of its own industrial and most con- 
sumer goods. South African demand for imports from the United 
States is therefore principally for (1) select intermediate goods 
such as certain organic chemicals and plastic materials (artificial 
resins, acids); alloy and carbon steels; and paperboard, and (2) 
capital equipment (heavy mining, construction, and excavation ma- 
chinery; electrical power equipment; aircraft and avionics; elec- 
tronics equipment; chemical processing/heat treatment equipment; 
and computers). There are also opportunities for licensing in cer- 
tain fields, such as telecommunications equipment, in which export- 
ing opportunities are limited because of local production. 


MAJOR PROJECTS: Standard Bank's latest annual review of South 
Africa's capital spending plans listed projects totaling approxi- 
mately $60 billion to be completed over the next five to ten years. 
Government infrastructure and strategic development projects (e.g., 
the Atlantis Diesel Engine Plant and SASOL III) accounted for 
roughly three-fourths of the listed investment plans. Fixed in- 
vestment by the railways and post office is accelerating, and that 
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of public corporations is likely to remain at a high level. South 
Africa is quadrupling its electricity capacity over the next 
twenty years, for example, and is now the leading world market for 
electricity generating equipment. 


Many private sector investment projects have not been published 

for competitive reasons, but private sector investment normally 
equals or exceeds public sector investment. The gold mining houses, 
flush with their 1980 profits ($8.8 billion) are going ahead with 
planned new long-term mining projects despite the lower gold price. 
Private investment is projected to increase by ten percent in 1981. 


The capital goods and services purchases which will be required as 
a result of this high level of public and private sector investment 
will continue to provide a healthy market for engineering and con- 
struction services, mining, electrical, and chemical equipment over 
the next few years. There are good opportunities for U.S. partici- 
pation, provided U.S. companies can offer competitive financing. 


BANK LOANS: South Africa's policy emphasis on containing inflation 
means that, for the short term, the forward dollar discount rate 
will be manipulated by the South African Reserve Bank to discourage 
foreign trade borrowing. On the other hand, because of the balance 
of payments deficit the Reserve Bank itself will be borrowing more 
often from the large international money centers, and U.S. banks 
may find increased opportunities for participation in loans either 
to the Central Government or parastatal organizations. 


U.S. INVESTMENT: The book value of U.S. direct investment in South 
Africa amounted to $2.011 billion at the end of 1979. There are 
approximately 350 affiliates of American companies in South Africa. 
The U.S. Government neither encourages nor discourages American 
investment in South Africa. American companies considering in- 
vestment in South Africa will wish to take into account both the 
economic and political situation within the country including the 
impact of the system of legalized racial discrimination on long- 
term stability. Potential and current U.S. investors should also 
give careful consideration to relations with their black work force. 
The U.S. Government strongly urges U.S. firms to assume sufficient 
responsibility for the adequacy of their compensation and other 
benefits to permit a decent standard of living for all workers. It 
Supports the Sullivan Guidelines, which call for equal and fair 
treatment as well as advancement of black workers. 


SPECIAL MARKETING CONDITIONS 
U.S. EXPORT CONTROLS: While the United States maintains normal 


commercial relations with South Africa and U.S.-South African trade 
is generally unrestricted, a validated export license is required 
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for export to South Africa of: items controlled pursuant to the 
United Nations arms embargo; aircraft and helicopters; all U.S.- 
origin commodities, parts, components, and technical data for 
military and police entities (per Export Administration Regulation 
175); and computers for government consignees. Export license 
applications will be denied for items controlled pursuant to the 
United Nations arms embargo of South Africa; generally be con- 
sidered favorably on a case-by-case basis for aircraft and heli- 
copters for which adequate written assurances have been obtained 
against military, paramilitary or police use; be denied for mili- 
tary or police entities except, on a case-by-case basis, for medi- 
cines, medical supplies and medical equipment not primarily destined 
to military or police entities or for their use; and generally be 
considered favorably on a case-by-case basis for computers that 
would not be used to support the South African policy of apartheid. 


EXPORT FINANCING: The Export-Import Bank of the United States 
does not make direct loans to South African buyers of U.S. goods 
and services. Eximbank may guarantee loans for South Africa 
purchases of U.S. goods and services, subject to the conditions 
of the 1978 Evans Amendment. However, as of this writing, no 
new Eximbank guarantees have been approved since the end of 1978. 


Further information on trading with and investing in South Africa 
is available in the U.S. Department of Commerce's Overseas Business 
Report, "Marketing in South Africa." 


Standard commercial assistance and guidance in employment practices 
for South Africa are available from the U.S. Embassy and Consulates 
General in South Africa, and from the U.S. Departments of State and 
Commerce in Washington, D.C. 
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